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Where Normal FHA Servicing Ends 


and Abnormal Servicing Begins 


gagee; payment of tax bills and assess- 
ments, if any; payment of fire insurance 
and keeping of proper insurance records; 


An illuminating article on what 
it costs to service FHA loans 
told in actual facts and figures 


HAT it costs to service loans 
today, particularly FHA’s, is 
a much-discussed subject with 


mortg?ge bankers everywhere. Actual sup- 
porting facts are scarce; opinions are 
varied and abundant. Many who speak 
most authoritatively often fail to fully ap- 
preciate what constitutes normal and ab- 
normal servicing. They often completely 
fail to see where the first ends and the 
second begins. 

We're concerned here only with FHA 
servicing and what it costs. Here's my 
definition of servicing and its limitations 
as I see them. 

The FHA mortgage business is divided 
into three parts: acquisition, closing, and 
Sert icing. 

The first two parts take in all functions 
or costs of placing the FHA mortgage on 
the books of the-correspondent, the sale of 
that mortgage, and the forwarding of the 
completed papers to the insurance com- 
pany or bank for whom you are acting as 
correspondent. They also include the turn- 
ing over to the mortgagor of complete in- 
structions as to the amount of his monthly 
payment, the method of making it and 
the means by which that payment may be 
identified when forwarded to the corre- 


By JAMES B. MceGUCKIN 


spondent’s office. 

Upon receipt of the first payment from 
the mortgagor, servicing begins and in- 
volves collection or receipt of the monthly 





The author of this article de- 
clares that the amount of ab- 
normal servicing necessary is the 
key to whether your FHA’s are 
profitable or not. He stresses the 
fact that mortgage bankers 
should be sure to make a sharp 
distinction between that class of 
servicing and normal servicing. 
This contribution seems to be 
one of the most thoughtful we 
have ever presented in these 
pages and will no doubt be help- 
ful to many FHA mortgagees in 
clearing up some of the confu- 
sion they may have regarding 
FHA service costs. Mr. McGuckin 
is treasurer of the W. A. Clarke 
Mortgage Company of Phila- 
del phia. 





payments; recording such payments and 
forwarding that portion due the mort- 


and payment of mortgage insurance pre- 
miums. 

To perform these functions in connec- 
tion with servicing, our Company believes 
in reducing each portion of the job to a 
minimum while giving the maximum of 
service. To do this, any duplication in 
handling or clerical work, or any item of 
expense such as postage or monthly in- 
voices, which can be eliminated is dis- 
carded to keep costs down. For this reason 
we give the mortgagor a book with suffi- 
cient tickets in it for one year’s payments. 
We do not mail receipts. Mortgage cards 
are posted by machine bookkeeping and 
statements to mortgagees are posted at the 
same time. The monthly payment for a 
period of six months is calculated and 
analyzed in advance and typed on a card. 
This card shows the amount of the service 
fee, M.I.P., taxes, insurance, interest due 
mortgagee, and principal reduction. 

It is turned over to the cashier and 
serves to support his daily deposits and set- 
tlement, and aiso acts as a posting medium 
for the machine bookkeepers in posting to 
the mortgage cards and mortgagee’s state- 
ments. The card eliminates at the busiest 
part of the month—from the first to the 
fifteenth—the calculation of the service 
fee and interest due the mortgagee. It 
eliminates frequent handling of the FHA 
schedules and increases the number of 
postings that a machine bookkeeper can 
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make daily. As these cards are prepared 
betwee the fifteenth and thirtieth of the 
month, the work is thus spread over that 
period which is not so busy and thereby 
levels the amount of clerical work. 

Certain other practices have been found 
of value in keeping down costs. Our Com- 
pany notifies various tax authorities, as 
soon as possible after taking over the serv- 
icing of an FHA mortgage, to send tax 
bills to our office. This eliminates corre- 
spondence at the time the tax bills are 
due and keeps them from going to the 
mortgagor, or going astray. We also have 
our own insurance agency which keeps 
the records of expiration, etc. on the vari- 
our policies and forwards the policies and 
bills to us. Our Company formerly sent 
out many statements at the end of each 
year, upon the request of the mortgagors, 
for income tax purposes as to the amount 
of interest, etc. that could be deducted for 
income tax purposes. We have changed 
this by educating the mortgagor to use his 
schedule of FHA payments and by advis- 
ing him, when forwarding a new book for 
the year, of the amount of his annual taxes 
if there is a change. 

All that I've said so far concerns what 
we call normal servicing, and applies par- 
ticularly to all monthly payments which 
are mailed or brought to the main office 
on or before the fifteenth of the month. 

Payments after the fifteenth of the 
month are delinquent payments and are 
on mortgages which we say require ab- 
servicing. The amount of ab- 
normal servicing necessary determines 
whether the loan is profitable or un- 
profitable. 

Here are some actual figures. The fol- 
lowing is our analysis of costs for normal 
service on an FHA loan for one year: 


nor mal 


Direct salary costs (bookkeeping, 
tax department typists, cash- 
ier, supervision—but exclusive 


of collectors’ salaries) $5.25 
Direct printing, stationery and 
supplies (including mortgage 
cards, coupon books, state- 
ments, etc.) .08 


Direct depreciation and upkeep 
t bookkeeping and other 
equipment (typewriters, calcu- 
lators and adding machines ) AO 


Direct overhead (rent, tele- 
phone, postage, etc.) 1.96 

Total normal service costs on 
FHA loan . $7.69 


Table I shows the annual service fee 
earnings on 20-year loans of $1,000, 
$2,000, $3,000, $4,000, $5,000, and 
$6,000 for the Ist, Sth, 10th, 15th and 





TABLE I 
Amount Ist Year Sth Year 10th Year 15th Year 20th Year 
of Loan Earnings 3 Earnings 3 Earnings 3 Earnings 3 Earnings 3 
Reduced Prin. Reduced Prin. Reduced Prin. Reduced Prin. Reduced Prin. 
$6,000.00 $ 29.57 $ 25.42 $ 19.07 $ 11.11 $1.17 
( 5,810.00)  ( 4,960.00) ( 3,659.00)  ( 2,030.00) (0) 
5,000.00 24.65 21.18 15.90 9.26 97 
( 4,842.00) ( 4,133.00) ( 3,050.00) ( 1,692.00) (0) 
4,000.00 19.72 16.94 12.72 7.41 .78 
( 3,873.00) ( 3,307.00) ( 2,439.00) ( 1,353.00) (0) 
3,000.00 14.79 12.71 9.54 5.56 59 
( 2,905.00) ( 2,480.00) ( 1,830.00) ( 1,015.00) (0) 
2,000.00 9.86 8.47 6.36 3.70 39 
( 1,937.00) ( 1,633.00) ( 1,220.00) ( 677.00) (0) 
1,000.00 1.93 4.24 3.18 1.85 .20 
( 968.00) ( 827.00) ( 610.00) ( 338.00) (0) 











Average Service Fee Earnings per year on a 20-year F.H.A. loan of $6,000.00 is $17.29 
Average Service Fee Earnings per year on a 20-year F.H.A. loan of 5,000.00 is 14.40 
Average Service Fee Earnings per year on a 20-year F.H.A. loan of 4,000.00 is 11.51 
Average Service Fee Earnings per year on a 20-year F.H.A. loan of 3,000.00 is 8.66 
Average Service Fee Earnings per year on a 20-year F.H.A. loan of 2,000.00 is 5.77 
Average Service Fee Earnings per year on a 20-year F.H.A. loan of 1,000.00 is 2.89 
TABLE Il 
25-Year FHA Loan 
Ist Year Sth Year 10th Year 15th Year 20th Year 25th Year 
Loan Earnings Earnings Earnings Earnings Earnings Earnings 
@ Red. Prin. @ Red. Prin. & Red. Prin. & Red. Prin. & Red. Prin. 3 Red. Prin. 
$6,000.00 $ 2969 $ 2678 $ 2233 $ 16.75 $ 9.77 $1.03 
(5,868.00) (5,270.00) (4,358.00) (3,216.00) (1,785.00) (0) 
5,000.00 24.74 22.32 18.61 13.96 8.14 .86 
(4,889.00) (4,392.00) (3,632.00) (2,680.00) (1,488.00) (0) 
4,000.00 19.80 17.84 14.89 11.16 6.52% 69 
(3,911.00) (3,514.00) (2,905.00) (2,144.00) (1,190.00) (0) 
3,000.00 14.85 13.38 11.16 8.37 4.89 51 
(2,934.00) (2,634.00) (2,178.00) (1,608.00) ( 892.00) (0) 
2,000.00 9.90 8.92 7.44 5.58 3.26 34 
(1,956.00) (1,756.00) (1,452.00) (1,072.00) ( 594.00) (0) 
1,000.00 4.95 4.46 3.72 2.79 1.63 17 
( 978.00) ( 878.00) ( 726.00) ( 536.00) ( 297.00) (0) 
Average yearly service fee on 25-year FHA loan of $6,000.00 is................ $17.81 
Average yearly service fee on 25-year FHA loan of 5,000.00 is.............. 14.84 
Average yearly service fee on 25-year FHA loan of 4,000.00 is................ 11.88 
Average yearly service fee on 25-year FHA loan of 3,000.00 is................ 8.91 
Average yearly service fee on 25-year FHA loan of 2,000.00 is................ 5.94 
Average yearly service fee on 25-year FHA loan of 1,000.00 is................ 2.97 
15-Year FHA Loan 
$6,000.00 $ 29.34 $ 23.08 $ 13.49 $1.46 
(5,713.00) (4,429.00) (2,462.00) (0) 
5,000.00 24.45 19.23 11.23 1.22 
(4,761.00) (3,691.00) (2,052.00) (0) 
4,000.00 19.56 15.38 8.99 97 
(3,809.00) (2,953.00) (1,641.00) (0) 
3,000.00 14.67 11.54 6.74 72 
(2,856.00) (2,214.00) (1,230.00) (0) 
2,000.00 9.78 7.70 4.50 48 
(1,904.00) (1,476.00) ( 820.00) (0) 
1,000.00 4.89 3.85 2.25 .24 
( 952.00) ( 738.00) ( 410.00) (0) 
Average yearly service fee on 15-year FHA loan of $6,000.00 is................ $16.75 
Average yearly service fee on 15-year FHA loan of 5,000.00 is................ 13.96 
Average yearly service fee on 15-year FHA loan of 4,000.00 is................ 11.17 
Average yearly service fee on 15-year FHA loan of 3,000.00 is................ 8.37 
Average yearly service fee on 15-year FHA loan of 2,000.00 is................ 5.58 
Average yearly service fee on 15-year FHA loan of 1,000.00 is................ 2.79 








20th years. There is also submitted the 
average annual service fee earnings for the 
same loans exclusive of prior reductions, 
payoffs, foreclosures, etc. 

It can be seen from Table I that with 
a total normal service cost of $7.69 per 
loan per annum any loan in excess of 


$2,664 is profitable for normal service. 
Some one loan may pay each month when 
due, never anticipate any principal 
amounts, never ask for a statement or 
make any inquiries; but when servicing 
a group of loans we have to work on aver- 


(Continued on page 5, column 2) 
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If War Comes What Will It 
Do to Mortgage Bankers? 


Most of them largely depend on 
private building which may stop 
at once if the shooting starts 


s the possibility of war comes 
closer and closer, mortgage 
bankers will do well to realize 

that most of them are largely dependant 
upon private building for a livelihood. 
It is remarkable how little has been said 
about what will happen to them if this 
building suddenly stops. 

For a period of about two years dur- 
ing our active participation in the last 
World War, private building of all 
kinds did practically stop. Priorities on 
iron, steel and copper were invoked, and 
these materials were not available for 
purposes unconnected with the war. At 
first blush it might seem one should be 
to build at least a single-family 
residence without these materials, but 
actually it is almost impossible to do so. 
Remember that these metals are used for 
beams and lally columns, furnaces and 
boilers, piping and radiation, the entire 
plumbing system, sheet metal, electric 
conduits and miscellaneous hard- 
ware and reinforced During 
the period of the last war large numbers 
of men were taken into the armed forces 
and the supply of building mechanics 
was greatly depleted. At the same time, 
those remaining were in demand for 


able 


wire, 
concrete. 


government projects of all kinds. There- 
fore, regardless of the unavailability of 
materials, the scarcity of labor made the 
cost of private building almost prohibi- 
tive. 

No one can say for sure whether or 
not we are to be confronted with the 
same situation again. It should be rea- 
lized, however, that we have not reached 
the most intensive stage of the rearma- 
ment program and that the peak demand 
for materials and labor is still to come. 

There are probably few mortgage 
bankers who will not agree that there 
is at least a distinct possibility of a vir- 


By HUGH RIDDLE 


tually complete cessation of private 
building, particularly if the United 
States becomes an active military par- 
ticipant in the war. Such a situation may 





I the nation becomes involved 
in war, private building might 
conceivably stop dead in its 
tracks. What that would mean to 
most mortgage bankers needs no 
elaboration here. Mr. Riddle 
doesn't say it is going to happen 
but declares it certainly isn’t too 
early for mortgage men to be 
thinking about the possibilities 
of it. For example, if the fed- 
eral government wanted private 
building to stop immediately so 
that the essential materials could 
go to war industries, what would 
be simpler than to shut down 
FHA? He suggests we look 
around for new fields of activity. 
He is a partner of the Chicago 
mortgage house of Riddle and 
Riddle, chairman of MBA's pub- 
licity committee and secretary of 


the Chicago MBA. 





come about naturally enough through 
price rises or through exercise of priori- 
ties on materials, but more drastic still 
would be the effects of administrative 
decree. If it were felt, for example, that 
private building were interfering with 
the production of defense materials, 
what could be simpler than to order the 
FHA to cease all insuring operations? 

The results of stoppage of building 
from any of these causes would not 
affect all mortgage firms alike. Gener- 
ally speaking, firms with large volumes 
of servicing, active in FHA construction 


loans, could probably live on their serv- 
ice fees for a while by eliminating all 
departments except servicing, but this 
would require drastice retrenchment. 
Small firms handling any kind of busi- 
ness would have difficulty in reducing 
their size materially and would probably 
find it hard to carry on with service fees 
alone. Large firms, concentrating on in- 
come property loans and without much 
interest in residential construction, would 
not be affected quite as quickly, but 
would probably suffer equally in the end, 
as commercial construction would also 
stop and intense competition (even more 
than at present) would arise for such 
refunding loans as there were to be had. 

Almost all firms, large or small, will 
have to look out for certain things. It 
may be necessary to cut the size of the 
working force, and for this reason con- 
tracts with executives should be consid- 
ered carefully, and so should the assump- 
tion of moral obligations to employees. 
Offices previously active in construction 
loans may need to eliminate construction 
loan pay-out departments and parts of 
their new loan, advertising, and title de- 
partments. This would greatly decrease 
the need for floor space, and therefore 
long-term leases at high rentals should 
be avoided unless there is an out-clause 
for at least a portion of the space. Firms 
maintaining automobiles should remem- 
ber, too, that the need for these might 
be much less and the purchase of new 
cars might well be deferred, at least 
temporarily. 

Even those firms which, through re- 
trenchment, can carry on because of their 
service fees will have the problem of an 
almost certainly diminishing volume on 
which these are based, and, consequently, 
a limit on the period for which they can 
exist without new business. Loans will 
be lost gradually from amortization, some 
will be reduced or lost through prepay- 
ment by borrowers and portfolio raiding, 
too, may continue a problem because of 
excess competition. 

To cap the climax, problems arising 

(Continued on page 8, column 1) 








The Mortgage Banker + April 15, 1941 





You Can Cut Your Service Costs by 
Simplified Accounting Methods 


Here are seven tangible suggestions 
for the principal and eight for the 
correspondent for effecting savings 


4 
AN accounting be standardized 
and simplified, so that both 
correspondent and _ principal 
may effect savings im service costs? 


That's not hard to answer from the ac- 
countant’s viewpoint, but is from the 
viewpoint of the principal and corre- 
spondent. Too often principals and cor- 
respondents forget that if the terms of 
a contract, agreement, mortgage or legal 
document prepared by them is compli- 
cated by lack of thought given to the 
mechanics of carrying them out, then 
naturally the accounting procedure must 
be com plicated ! 

Prove the above statement for yourself 
many different com 
agreements you How 
many different prepayment options are 
included in the mortgages you service? 
Have your own accountant tell you what 
a job it is to re-calculate the payment 
schedules of the mortgage on which the 
prepayment option clause has been ex- 
ercised by payment of a small amount. 

What thought have you given to stag- 
gering pay dates, such as having some 
installments fall due on the fifteenth in- 
stead of the first of the month? Every- 
one knows what bottlenecks are created 
on the first because of the present use of 
monthly amortized payment plans. 

I don’t believe in voluminous records. 
In my opinion, only essential records 
should be maintained to achieve practi- 
cal accounting. The accounting proce- 
dures established should be carefully 
studied before adopted and then changed 
as little as possible. Constant change is 
disastrous in that it destroys compari- 
sons and prevents statistics from becom- 
ing valuable aids. This fact is overlooked 
by the accountant, principal and corre- 
spondent when, to correct an isolated 
complaint case or to answer an unimpor- 


by checking hou 
have 


mission 


By CARL DeBUCK 


tant question, he deems it necessary for 
the accounting records to be changed 
and set up to give perfect performance. 

The two general methods used to ser- 





fi you've ever beard someone say 
that such-and-such an article or 
book or speech “had meat in it,” 
bere’s an example of the sort of 
thing be was talking about. In 
this article Mr. DeBuck asks the 
question bow accounting can be 
standardized or simplified so that 
both correspondent and princi- 
pal may effect savings im service 
costs. And he gives you some 
concrete suggestions as to what 
you can do to cut your service 
costs. It’s another of those four 
star articles we are proud to pre- 
sent to the MBA membership. 
Mr. DeBuck is comptroller of 
The Union Central Life Insur- 
ance Company in Cincinnati. 





vice mortgages are: 

1. The principal maintains complete 
accounting records and the correspond- 
ent functions as the medium for con- 
tacting borrowers, collecting, seeing that 
taxes and insurance are paid and inspect- 
ing properties periodically to prevent 
waste or abnormal depreciation. 

2. The correspondent 
complete accounting records and per- 
forms all servicing of the mortgages. He 
reports only necessary facts to the prin- 
cipal 

Conditions determine which method 
is the most economical. It would be well 
to consider the use of the second meth- 
od if the correspondent makes mortgage 
investments for his own account and that 


maintains 


of principals whose volume of loans is 
small or where the principal is not sub- 
ject to outside supervision. 

My experience has been obtained from 
using the first method. It meets the re- 
quirements of the principal held to a 
strict accounting for all funds and in- 
vestments, such as insurance companies 
and banks. In other words, the principal 
must prepare numerous and detailed re- 
ports for submission to, and examination 
by, regulatory bodies. 

Obviously, the correspondent’s _ ser- 
vice cost will be held to a minimum 
under this method. However, if he 
undertakes to duplicate the principal's 
records and functions independently, 
then the additional service costs are his 
responsibility and not that of the prin- 
cipal. I mention this to indicate the need 
for cooperation and understanding be- 
tween principal and correspondent if 
real savings are to result. 

I think it is also true that the prin- 
cipal, in the main, has a larger volume 
of loans to service than the average cor- 
respondent. Therefore he can use ma- 
chine methods and volume procedures 
in his accounting and thus reduce ser- 
vicing costs. 

Here are some suggestions for the 
benefit of the principal. 

1. Set up an accounting system and 
procedures to provide volume dunning 
and collections by sending notices from 
the principal’s office and, from the same 
records, produce the minimum figures 
necessary to prepare statements and re- 
ports. 

2. If the volume of loans is large 
enough, use machine accounting and ob- 
tain as a by-product the statistics consid- 
ered important to the investment officers. 
These statistics can be obtained at a 
small extra cost. (The cost of statistics is 
exorbitant when obtained from addi- 
tional records maintained independent 
of the general accounting records.) 

3. Prepare and mail collection no- 
tices to the correspondent, in duplicate, 
who in turn sends the notices to mortga- 
gors. (This gives the correspondent an 
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opportunity to withhold notices which 
require special attention.) 

4. Use a copy of the collection no- 
tice to follow up collections, and thus 
determine day by day the delinquencies. 
This also provides a speedy medium for 
preparing and mailing the second notice 
necessary to spur the collection of de- 
linquencies. 

5. Do not maintain detailed records 
on real estate taxes and insurance, ex- 
cept for FHA and monthly deposit mort- 
gages. Obtain the necessary information 
by reports from the correspondent. 

6. Set up a routine for obtaining 
property inspection reports from the 
correspondent at stated intervals, by 
sending detailed lists of the properties 
on which this information is required. 
Do not set up card records as this 
method is expensive and unnecessary. 
(From these reports the principal will de- 
termine the loans to be weeded out.) 

7. Summarize delinquencies each 
month-end and accumulate this infor- 
mation as a comparison. This record 
should be a summary by correspondents 
of the total number of delinquent loans, 
total amount of delinquent loans and 
total delinquencies by class. 


Depression Lesson 

This last report is very important and, 
if given careful study, will enable the 
accountant and financial officers to de- 
termine chronic delinquents, borrowers 
who continually make partial payments, 
and cases where adequate servicing is 
not futnished. It can also be used as a 
means for determining localities where ab- 
normal conditions exist. This informa- 
tion is important for it is the collection 
effort expended on delinquent loans that 
runs up the cost of servicing for both 
principal and correspondent. Educating 
of borrowers to pay on the due date and 
not ten or fifteen days later results in 
savings. The depression taught us this 
lesson. Wasn't it the repeated delin- 
quencies that forced principals to scrap 
entire mortgage loan accounting systems 
which had been in use for years? Were 
not more expensive systems set up to 
provide adequate accounting for de- 
linquencies? This condition was also re- 
sponsible, to some degree, in forcing 
correspondents to the wall. My point is 
that delinquent loans require individual 
attention and should be corrected im- 
mediately, as they are too expensive to 
service and are unprofitable loans for 


NORMAL AND ABNORMAL SERVICING 


(Continued 


ages and we know that some loans will do 
all these things. We also know that some 
loans will pay the monthly amounts due 
in instalments at various times. We know, 
too, that today, with better business and 
employment conditions, our abnormal 
service problem is small in percentage 
(approximately 7 percent of present 
loans). But if business turns the other 
way, unemployment becomes rife and 
foreclosures increase. What will be the 
abnormal service problem then? 





MM, BA members who want 
more than one copy of each issue 
of The Mortgage Banker, need 
only write Secretary George H. 
Patterson and request them. 
Many members like several copies 
to distribute among their staff 
members. The Association will 
honor requests for any reason- 
able number — and there is no 
charge for the service. 





We know that one collector and a 
stenographer can service approximately 
350 FHA loans per month when the pay- 
ments are not paid on or before the 15th 
of the month, and can answer various in- 
quiries that may come up along with pre- 
payments, etc. This adds approximately 
83c per loan per month, exclusive of 2 
percent penalties on delinquents, to the 
350 loan group—or, averaged over all the 
loans, 70c per loan should be added to 
the $7.69 making a new total of $8.39 


from page 2) 


and a new par value of $2,906. 

It does not follow that if the present 
7 percent is increased to 14 percent the 
abnormal service costs would only increase 
70c additional, because when delinquen- 
cies, etc. are 14 percent collections may be 
tough and one collector and a stenogra- 
pher may not be able to handle 350 loans 
per month. 

A mortgage loan correspondent, to be 
active in the mortgage business, has to 
take FHA loans of large and small 
amounts in order to keep his sources of 
supply happy. The best he can hope for 
is that the average loan he places upon 
his books will be higher than the unprof- 
itable breaking point; and that when each 
group of loans becomes ten years or more 
old, new loans will be placed at least 
equaling the original par value in amounts 
averaging above the breaking point. 

An FHA mortgage is a long-term in- 
vestment which will run over a period of 
ups and downs. Very little allowance is 
made for variations from the present 
state of business. Prepayments on account 
of principal may reduce the average in- 
come over the life of a loan considerably 
if they are made when the servicing fee 
is greater than the average, but vice versa 
if otherwise. A twenty-year term FHA 
mortgage is used in these calculations be- 
cause it is average; but a higher or lower 
percentage of over-twenty-year loans than 
under will throw the average service fee 
calculations out of line and the profit or 
loss breaking point up or down. 





both principal and correspondent. 

And now here are some suggestions 
for the benefit of the correspondent. 

1. Set up a complete history card for 
each mortgage loan iv lieu of an ac- 
counting record. 

2. Familiarize yourself with the prin- 
cipal’s accounting system and provide a 
procedure to fit in with it. 

3. Avoid duplication of the princi- 
pal’s records. 

4. Study the procedure of the other 
correspondents who service loans for 
your principals and improve on it, if 
possible. 

5. Avoid keeping records to supply 
facts which are only required occasion- 
ally and can readily be obtained from 
the principal. 

6. Base your collection procedure on 


the use of copies of the collection notices 
received from the principal, and by 
proper notations and filing of these 
notices keep deliquencies up-to-date. 

7. Maintain real estate tax and in- 
surance records and file them in a man- 
ner which will bring them to the atten- 
tion of the employee servicing them on 
the proper date. 

8. Make it a rule for your employees 
to reply to correspondence within a 
given number of days, and request the 
same consideration from your principal. 

A further but minor suggestion is for 
the correspondent to obtain, whenever 
possible, the payment of real estate taxes 
annually instead of semi-annually, and 
to educate the borrower to take his in- 
surance policies for a three-year term. 
This would result in mutual benefits. 
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What MBA Members See Ahead for 
Rents and Real Estate Prices 


As well as their opinion as 
to which is the better buy, 
new or existing construction 


HAT is the outlook for rents, 
real estate sales prices and the 
possibility of FHA insurance 

for small industrial mortgage loans? 

In a recent questionnaire from the 
MBA national office we asked what mem- 
bers thought about some of these mat- 
ters. In recent years the results from 
similar studies have been made _ public 
This year only a part of the data have 
been published. 

Are single-family house rents going 


upr 


p? Yes, say the me mbers we questioned 


and incidentally in this study we only 
asked the opinion of one member in each 
town and requested that he attempt to 
make his reply fit the general opinion in 
his community as nearly as possible. 

Rents for single-family houses will rise 
this year in the opinion of mortgage men 
Our study showed that 


in 77 cities. 


single-family house rents in 57 of the 


cities will increase in 1941. In 45 of 
these 77 principal cities, the average in- 


crease is estimated to be 9.6 per cent over 
the rent level prevailing in 1940 
rent increases 


Strongest opinion for 


this year in single-family houses was 
noted in 14 Eastern cities where 85.7 per 
cent of the mortgage bankers polled ex- 
pect a 
average expected increase was shown as 
8.9 per cent. In 10 Far Western and 
Mountain cities, 70 per cent of those 


polled look for an increase and in 7 of 


gain. In 12 of these cities the 


these cities the average rise is estimated 
at 9 per cent. In 18 Southern cities, 44.5 
per cent expect a gain and in 8 of these 
cities the average rise is set at 10 per 
cent. In 35 Middle Western cities, 48.6 
per cent look for higher single-family 
house rentals and in 
the average expected gain is 10.6 per 
cent, 

And what about apartment rents? The 
story is about the same here — no clear- 
cut opinion for a rise, but certainly strong 


18 of these cities 


indications for one. The apartment rent 
structure over the country will remain 
fairly stationary, according to our figures 
from 85 principal cities. Bankers in 39 
of the cities surveyed expect higher 
rents, and in 38 of these cities the aver- 
age anticipated increase will be around 
8.8 per cent. Mortgage men in the re- 
maining cities either expected no gain 
or said the rent trend is too uncertain to 
forecast at the moment. 


What About Apartments? 


Strongest opinion for apartment rent 
increases came from the Eastern cities 
where 60 per cent of the mortgage bank- 
ers polled expect a rise. The average 
gain is set at around 8 per cent. In the 
Far West and Mountain cities, 50 per 
cent anticipate a rise and the gain is 
estimated at 9.7 per cent. In the Middle 
Western cities, nearly 45 per cent of the 
bankers polled look for somewhat 
higher apartment rents with the average 
expected gain set at per cent. In the 
Southern cities 35 per cent expect in- 
creases and the gain is set at around 10 


7 


per cent. 

building what's 
For the first time in 
several years, office building rents show 
definite signs of stiffening and even ris- 


And office Space 


; Ww 
th €@ outiook heres 


Ing. 

In our poll of MBA members in 83 
principal cities, office building rents in 
20 cities are expected to rise in 1941. 
In the remaining 63 cities opinion was 
scattered. None, however, expect lower 
office building rents. 

In 20 leading cities where mortgage 
bankers look for rent gains in 1941, 
the average increase was estimated at 9 
per cent. The expected average increase 
this year in office building rents by sec- 
tions was: Eastern cities, 11 per cent; 
Southern cities, 9 per cent; Far Western 
and Mountain cities, 10 per cent; and 


Middle Western cities, 8 per cent. 

In the Eastern cities, nearly 36 per 
cent of the mortgage bankers polled ex- 
pect higher office rents, in the Southern 
cities 39 per cent, in the Far West and 
Mountain cities 25 per cent and in the 
Middle Western cities nearly 16 per 
cent. 

So, as far as MBA opinion is con- 
cerned, rents certainly aren't headed for 
a run-away rise. Rents in February, in 
fact, had risen only 0.1 per cent over 
the previous month, 1.3 per cent over 
the same period a year ago, about 40 
per cent over the depression low in 
January, 1934 and are now 4.6 per cent 
below February, 1929. These are the 
figures of the National Industrial Con- 
ference Board. 

And, says the 
Institute: 


Alexander Hamilton 


“The prospect is that rents will continue to 
rise. Thgs rise will naturally be accentuated 
if inflation proves to be the outcome of the 
government's policy of spending borrowed 
money. In the case of inflation, however, the 
rise in rents is likely to be less pronounced 
than in the case of commodity prices. 

“Although the trend of rents is favorable 
to building expansion, the high cost of con- 
struction is an obstacle to an unrestricted 
building boom. The trend of building costs 
has been upward since the middle of 1938, 
the rise has been more pronounced than in 
the case of rents and, consequently, the spread 
between rents and building costs, which were 
already too high, has widened. 

“The cost of building index, on the basis 
of 1926 as 100, rose from 103.5 in May 1938 
to 111.1 in January 1941. The building cost 
index in January was thus far above the rent 
index of 86.5. In order to overcome this dis- 
crepancy, it has been necessary for builders 
to confine their activity to the field of small 
buildings which can be sold at low prices 
despite the relatively high level of building 
costs. 

“Despite the current tendency of rents to 
rise, there is little indication that the diffi- 
culties presented by high building costs will 
be greatly lessened this year. This means that 
a further expansion of building will remain 
confined to the field of small buildings.” 


Is new or existing construction a bet- 
ter buy today? That was another question 
on our list. In our poll of MBA mem- 
bers in 73 cities, 70 per cent declared 
they consider existing construction a 


(Continued on page 7, column 2) 
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LIFE OF 40 YEARS 


The useful life of a modern office 
building cannot be safely figured at 
more than 40 years, says the National 
Association of Building Owners and 


Managers. 
The statement is based on a recent 
court decision which, by necessity, 


hinged on an opinion of this question. 

The case shows judicial recognition of 
the fact that obsolescence may be a larger 
factor in determining the economic life 
of a modern skyscraper than actual 
physical deterioration. 


Urban U. S. home financing by all 
types of mortgage lenders in 1940 
amounted to $4,031,368,000 or 15 per 
cent above 1939 when the total was 
$3,506,563,000. It is estimated that ur- 
ban home mortgages recorded through- 
out last year totaled 1,455,865 as com- 
pared with 1,288,032 in 1939. These 
include all non-farm home mortgages 
with a value up to $20,000 each. 

"The agency which is in the most 
strategic position to curb unsound con- 
struction is the mortgage lender. 
Whether a home is built on contract or 
by a speculative builder, almost in- 
variably mortgage credit must be ob- 
tained. Mortgagees can, therefore, prac- 
tically stop construction which deceives 
the purchaser and menaces the lender if 
they will insist upon adequate inspec- 
tion by technically trained, impartial in- 
spectors during the course of building 
as a condition of granting the loan.— 
John H. Fahey, FHLBB Chairman. 


MBA MEMBERS’ VIEWS ON 


RATES AND RENTS 


(Continued from preceding page) 


relatively better buy than new construc- 
tion. This opinion was most pronounced 
in 10 Far Western and Mountain cities 
where 80 per cent declared they con- 
sidered the best residential real estate 
bargains in the field of homes already 
built. In 35 Middle Western cities, 78 
per cent were of the same opinion and 
in 18 Southern cities more than 66 per 
cent held similar views. In the 10 East- 
ern cities opinion was equally divided. 

If FHA should insure small industrial 
mortgage loans would mortgage bankers 
be interested in making them and in- 
vestors in buying them? That was an- 
other question on which we sought some 
information. Here’s what we found: 
MBA members in 53 cities said yes and 
members in 19 said no. As to the various 
sections of the country, the opinion was 
about uniform. In other words it was 
yes in about a ratio of 70-to-30. In 18 
Southern cities, 77.7 per cent of the 
members said yes, in 30 Middle Western 
cities 73.3 per cent, in 14 Eastern cities 
71.4 per cent and in 10 Far Western and 
Mountain cities 70 per cent voted simi- 
larly. 

Are prices for residential and apart- 
ment buildings going to get a mark-up 


before the end of 1941? Yes, say MBA 
members. Here is how the matter shapes 
up in our members’ minds. 

Nearly 87 per cent of the MBA mem- 
bers in 84 cities polled on the subject 
say they expect higher sales prices for 
residential property before the end of 
1941. 

In 12 Far Western and Mountain 
cities nearly 92 per cent expect higher 
prices. In 37 Middle Western cities over 
86 per cent, in 15 Eastern cities over 
86 per cent and in 20 Southern cities 
over 85 per cent held similar views. 

The prospects for higher sales prices 
for apartment buildings this year are 
also good but not quite so strong as for 
residential property. In 81 cities nearly 
68 per cent of the mortgage men polled 
anticipate higher selling prices for apart- 
ments. 

Strongest opinion came from 15 East- 
ern cities where over 73 per cent of the 
mortgage men polled look for higher 
prices. In 36 Middle Western cities over 
69 per cent, in 12 Far Western and 
Mountain cities nearly 67 per cent and 
in 18 Southern cities over 61 per cent 
of the mortgage bankers polled expré$sed 
similar views. 





Urban Decentralization Will Be 
Halted, Is Architect’s View 


Urban decentralization has been in 
progress for more than 20 years, but a 
shift of population back to urban areas 
is coming. 

The refusal of financial institutions to 
look beyond the present and to lend aid 
in stopping or overcoming blight has 
further hastened this process of decen- 
tralization in the past. 

As taxes increase, along with increas- 
ing demand for public services, and as 
the tendency increases toward a more 
definite social security, together with a 
rise in median age, smaller family size, 
and the accompanying demand for more 
units of habitation of more compact and 
economical size there will be a definite 
trend and ever-increasing shift of popu- 
lation back to urban areas, where eco- 
nomy of living, cheapness and efficiency 
of transportation, and proximity to em- 
ployment are basic factors. 

Thus we may expect to see the dismal 


marginal areas of downtown districts 
again become producers of financial re- 
turn through rehabilitation in form and 
function, and become properly planned 
residential areas where gracious and 
genial living conditions will obtain. 

Herein lies the challenge to planners, 
for it is only then that we may expect 
to see the permanency of downtown 
business areas become established and 
the process of decentralization halted.— 
John R. Fugard, treasurer, American In- 
stitute of Architects. 


BIGGER FARMS 


The size of the average American 
farm increased seventeen acres in the 
1930-40 decade. In last year’s census, 
the average was found to be 174 acres, 
compared with 156.9 in 1930 and 154.8 
in 1935. 
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IF WAR COMES 

(Continued from page 3) 
from stoppage of private construction, if 
they come, may well coincide with other 
problems brought about by any fluctua- 
tion in the value of the currency. Serv- 
icing troubles and defaults, too, may in- 
crease under moratorium laws, and in 
connection with income buildings be- 
cause of higher operating expenses, 
where income is fixed by year-long leases 
or perhaps by rent legislation. 


New Mortgage Fields? 


I do not say that all these things will 
take place, but no one can say for sure 
that they will not take place, and, in my 
opinion, the threat is of sufficient gravity 
to warrant serious consideration on the 
part of mortgage bankers. What shall we 
do to protect ourselves? In a negative 
way, each firm must try to foresee the 
threats as they will apply to its own 
situation and try to maintain itself in 
such a flexible position as to meet them 
when and if they come. The positive 
view, and the two are not mutually ex- 
clusive, demands that we search for new 
sources of income. Defense housing is 
an obvious thought, but I have the feel- 
ing it will not be of much help to most 
of us, being confined largely to certain 
localities and available probably only to 
the larger firms. Industrial loans are an- 
other channel along which our thoughts 
might well be running, and, in order to 
help meet the problems of entering this 
comparatively untouched field during a 
period of artificial economy, I have here- 
tofore proposed that the question of em- 
powering the FHA to insure such loans 
be given serious study. I realize there 
are some who are opposed to giving any 
consideration to such a proposal but am 
convinced, nevertheless, that under the 
present circumstances, threatened from 
all sides as we are, we cannot afford to 
overlook any possibilities for broaden- 
ing the scope of our operations and in- 
suring ourselves against another period 
of stagnation such as we went through 
during the early thirties. 

The FHA industrial loan plan, how- 
ever, is only one suggestion. I sincerely 
believe that every effort should be made 
to develop new fields of activity, and 
that any other proposal leading toward 
new sources of income for mortgage 
bankers should be thoroughly and care- 
fully explored. 


Last Regional MBA Clinic in Dallas 
May 10th; Texas MBA Meets May 9th 


The four popular Clinic subjects — 
FHA, Appraising, Acquisition of New 
Business and Service Costs —will fea- 
ture the Association's last regional Clinic 
this year in Dallas May 10th. Under the 
direction of MBA Regional Vice Presi- 
dent Allyn R. Cline of Houston, the 
program is now being prepared and we 
shall tell you more about it in the May 
Ist issue. The meeting will be at the 
Baker Hotel and the general arrange- 
ments are the same as those for Phila- 
delphia, Chicago and Cincinnati. The 
Clinic will begin at 10:00 in the morn- 
ing and continue through the day. Regis- 
tration begins at 9:00 and the fee is 
$2.50 which includes luncheon. 

On May 9th the Texas Mortgage 
Bankers Association will hold its annual 
meeting. Thus MBA's last regional 
Mortgage Clinic before the annual Con- 
vention takes on added interest because 
of the consistently interesting annual 
programs sponsored by the strong Texas 
chapter. 

The Cincinnati Clinic April Sth was 
one of the best held so far. Attendance 


reached 197 which was more than we 
had planned for. The added Clinic fea- 
ture —- Conventional Loans — proved to 
be a great interest-getter and we plan to 
introduce it again into the Clinics as soon 
as possible. Many of the prepared 
papers under this discussion section rep- 
resented valuable contributions to cur- 
rent mortgage banking thinking, as 
MBA members will no doubt agree after 
they read the first one to be presented 
in these pages — that of Carl DeBuck in 
this issue. You'll read more of them in 
the weeks to come. 


ERRATUM: In the March 15th issue, dis- 
cussing mortgage moratoria, we said that 
“Pennsylvania had a moratorium act that ex- 
pired in 1931.” W. A. Clarke, president, 
W. A. Clarke Mortgage Co., of Philadelphia 
calls our attention to the fact that this is in 
error and that the state’s mortgage laws are 
favorable to the mortgagee. ‘Throughout the 
entire period of the depression they were 
never tampered with by moratorium legisla- 
tion,”’ he said. Our statement was based upon 
information we considered reliable and we 
regret the error. 





AS BLIGHT SPREADS 


“Mutual savings banks are interested 
in what can be done about blight. All 
institutional lenders have holdings in 
blighted areas. But this only part of 
their problem. Their main concern is 
to keep the life blood in the city. It's 
not so much what property they already 
have in blighted areas as it is the possi- 
bility that blight may spread. Go into 
one American city and you've seen them 
all. The seed has been broadcast and the 
harvest not attended to. 

“Some people think we ought not to 
do anything. I don’t say they're wrong, 
but I don’t subscribe to their ideas. 
Banks have the power to invest in lim- 
ited-dividend housing corporations. No 
bank in New York State has yet done 
this. At present various hurdles still re- 
main to be cleared — and clearing them 
is not going to depend on the lending 
institutions alone. 

“For some years the supply of good 
mortgages has not been up to the de- 
mand. That's why mortgage rates have 


LESS “OVER-HANG” NOW 


There was a large decrease in hold- 
ings of foreclosed residential properties 
by mortgage lending institutions in 
1940. The estimated “over-hang” of 
residential properties held by active 
banks, savings and loan associations, life 
insurance companies, and other institu- 
tional mortgage lenders was approxi- 
mately $2,000,000,000 at the end of 
1940 as compared with $2,400,000,000 
at the close of 1939. A large portion of 
the “over-hang” is concentrated in a 
few areas, particularly along the north- 
ern Atlantic seaboard. In most of the 
other sections of the country, property 
holdings of institutions are now down to 
a point where they cease to be a threat 
to the stability of the real estate market 
and to the normal operation of mortgage 
lenders, reliable data indicates. 





been going down. We are looking for 
sound, good, legal investments.’’—Earl 
B. Schwuist, first vice president, Bowery 
Savings Bank, New York. 





